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POLITICAL AND SOCIOLOGICAL 


ESPIONAGE PREVENTION LEGISLATION PREPARED 


Interview on Bill 


Tokyo TOKI NO KADAI in Japanese Feb 1983 pp 42-49 


(Motoharu Arima, member of the House of Representatives and chairman of the 
LDP Legislation Preparation Subcommittee, and Kyosuke Hirotsu, critic, are 
interviewed by the editorial staff{/ 


[Text] befense Secrets and an Espionage Prevention Law 


(Fditorial staff{/ Although we say espionage in one word, it can be roughly 
classified into *wo kinds: one with the intent to steal information and the 
other with the intent to manipulate information /gctive measureg/ as in the 
case of Levchenko. Mr Arima has been studying "an espionage prevention bill.” 
Is the impetus for it the incident involving Major General Miyanaga? 


Arima: The Miyanaga Incident became the impetus. However, “the espionage 
prevention bill” that we have been studying only applies to spies who steal 
information and report it /fo foreign organizationg/. Moreover, it is intend- 
ed to protect specific military- and defense-related national secrets and 
prevent espionage activities intended to obtain them. Therefore, this bill 


applies to a very narrow area. 


When the Levchenko problem was revealed, there was much comment among the 
media on the espionage prevention bill. However, it is originally different 
in concept from active measures. If one maintains constant contacts with the 
intention of conducting active measures, of course, the basis for easy execu- 
tion of espionage exists. Nevertheless, I hope that people will not confuse 


these two activities. 


Last July (July 1982) the LDP Legislation Preparation Subcommittee (Motoharu 
Arima, chairman) wrote the second draft of "The Law on Prevention of Espion- 
age Activities Directed at Defense Secrets" (on pages 66-68). Taking an 
unusual step, the LDP prepared an explanatory booklet called "The Espionage 
Prevention Bill--Its Background and Objective" and distributed it to various 
places in order to have the LDP'’s lower-level organs such as prefectural and 
municipal branches fully understand the bill. In addition, it was written 
based on assumptions as to how the opposition parties, the reformist parties 





in particular, would counterargue. Therefore, it can be used as reference 
material in such cases. 


(Editorial staff{7/ Speaking of "an espionage prevention bill," some people 
immediately counterargue that it viclates the right to know or limits free- 


dom of speech. 


Arima: That problem has been with us from the beginning. The media has its 
ethical guidelines. Even though we have the right to know, /the medig/ has 
minimal restrictions of its own. Although some will argue with us, we have 
no intention to restrict the right to know or unjustly restrain the freedom 
of speech with "an espionage prevention law." The bill is not written in 


such a way. 


({Fditorial staff7 Mr Arima has written the following in JIYU SHINPO /fhe 
LDP's newspapez/: "In short, it does not violate the right to know or the 
freedom of speech even if the nation or the media are restricted in their 
right to know about the wavelength and other characteristics of the radar 


carried in 7-15 fighters." 


Hirotsu: The leftwing is opposing “an espionage prevention law” on the 
ground that it violates the right to know or freedom of speech. In truth, 
however, they seem to be in opposition for some other reason. 


Every country in the world has an espionage prevention law. Then, is there 
no freedom of speech in those countries? That is not the case. Therefore, 


I think they are opposing for some other purpose. 


Death Sentence for Levchenko 


(Fditorial staff{7 In order to realize "an espionage prevention law," how 
do you proceed from now on? 


Arima: "It is already too late”--this is the opinion of the intellectuals. 
The specific problem is, however, when [under what circumstanceg/ do we 
present the bill to the Diet. We are ready to present the bill to the Diet 
at any time since we feel that the time has matured. Nevertheless, the 
actual condition is that we have not been able to grasp a specific oppor- 


tunity to present it to the Diet. 


Hirotsu: The movement to promote passage of "an espionage prevention law’ 
has been proceeding at the local level. Of approximately 3,500-3,600 cities, 
towns, and villages in Japan, currently over 1,500 municipal assemblies have 
passed a resolution to promote passage of "an espionage prevention law." 
Many cities, cowns, and villages have requested the government and the Diet 
to pass “an espionage prevention law" and are anxious to see it. 


From the end of last year to early this year, voices asking "what is the 
government doing” have been directed to me as a person engaged in the move- 
ment. Because of the Levchenko problem, in particular, the voices have be- 
come much stronger. Therefore, I want Mr Arima and others who are involved 

in this issue to promote passage of an espionage prevention law more strongly. 








In regard to the espionage issue, both the government and LDP pretend to 
understand it completely. Actually, however, I don't think they really 
understand it. In West Germany and Britain, for example, they are 
desperately trying to uncover spies and prevent espionage. Although some 
people say that Levchenko neither was a big spy nor did big jobs, the USSR 
already has sentenced him to death in absentia. Levchenko defected to the 
United States and spoke to the U.S. CIA. That was all he did, but it was 
judged a serious crime deserving the death penalty. Consequently, isn't 
it wrong from the international perspective to say that Levchenko had only 
hired lobbyists for the Soviets or had done nothing important? 


About 14 spies have been caught at Britain's GCHQ. Joseph Prime, the 
central figure, was sentenced to 38 years in prison (3 of the 38 years were 
for the rape charge, which was the direct cause for his arrest) less than 6 
months after his arrest. That was last year. Now, he is already serving 
time in prison. As I have said, every country--including Britain, West 
Germany, and the United States--is working desperately to prevent espionage 
activities. Only in Japan is the act of espionage hardly a crime in most 
cases. It is at most charged under the Minor Offences Act. Moreover, the 
police do not have authority to investigate. Is such a condition really 
right? I hope that politicians give more thought to it. 


Arima: Concerning laws to protect secrets, Japan has only two laws at pres- 
ent: The Secrecy Protection Act intended to protect the secrets of military 
equipment provided by the United States under the Japan-U.S. security 
treaty, and The Criminal Special Act applied to secrets of U.S. military 
forces stationed in Japan. Theoretically speaking, this means that U.S. 
military secrets are protected and espionage activities involving them are 
prevented, but the Self Defense Forces’ secrets are not protected. Need- 
less to say, today the Self Defense Forces plan strategy and train jointly 
with U.S. forces on an equal basis. Therefore, this does not make sense. 
From this standpoint too, we must prepare legislation. 


As for the Levchenko testimony, a book will be published this spring by 
READERS DIGEST. Then, the testimony will be clarified in more detail and 
names will be clearly revealed. This is a moral issue rather than a direct 
violation of the law. Nevertheless, I think this problem damaged our nation- 
ai interest greatly and therefore is equivalent to an armed invasion. 


For this reason, it is important that we firmly grasp such background {[nfor- 
matiop/ and arouse public opinion so that Japan will no longer be called "a 
spy's heaven." Resolutions encouraging passage of “an espionage prevention 
law” have been passed by 40 percent of all municipal assemblies. The number 
of the municipal assemblies which have passed resolutions will continue to 
increase in the future. The condition that requires us to do something will 


mature gradually. I think that the LDP will have to make a decision at that 
time. 








"A Man Without a Face"--Lieutenant General Cehlen 


(Fditorial staff7 Mr Hirotsu has visited intelligence organizations in 
various countries of the world to study their actual condition. How are 
the intelligence organizations in Europe? 

Hirotsu: Partly because Japan does not have "an espionage prevention law,” 
intelligence organizations are seldom utilized. When I went to West Germany 
14-15 years ago, I visited the Federal Investigation Bureau which is called 
the "Gehlen Organization." It is located in Munich. In England I met high 
officials of MI5 and MI6. In France, I also met high officials of the intel- 
ligence organization directly resp-nsible to the president. West Germany's 
Gehlen Organization was directed by Lieutenant General Gehlen for about 20 
years. He is said to be "a man without a face," because there is no photo- 
graph of him anywhere. According to the memoirs of Lieutenant General 
Gehlen, a director of East Germany's intelligence organization offered a 
prize worth DM 1 million for the head of Lieutenant General Gehlen, dead or 
alive. That is 100-200 million yen. 


Lieutenant General Gehlen's place of residence was totally unknown. Because 
even his family seemed to use false names, his address could not be dis- 
covered. Although his bureau is an official government agency, it conducts 
intelligence activities under such conditions. The conditions are strict. 
Not only Lieutenant General Gehlen's name but the names of the Federal 
Investigation Bureau's staff are unknown. There is no address directory. 
Of course no telephone numbers are known. 


In the case of the directors of Britain's MI5 and MI6, their names are not 
made public while they are in service. Therefore, we do not know who the 
current directors are. The location of MI5 and MI6 is also unknown. When 

I went to London, I was taken by car. Going through a maze between buildings 
and not knowing how and where, I was led into a room to meet high officials. 
The room was not even in the building of MI5 or MI6. 


Even British newspapers do not know the locations of MI5 and MI6. The condi- 
tions are very strict. In spite of that, spies have infiltrated. For 
example, Gunter Gume [phonetig/, a Soviet spy, was a close aide to former 
Chancellor Brandt of West Germany. Lieutenant General Gehlen also writes 

in his memoirs about the shocking fact that Soviet spies were among the 
close aides of Hitler. Since {fhe USSR/ sends spies as aides to top ranking 
officials, spies work at the risk of their lives. In this respect, Japan 
can be said to be quite unusual by international standards. 


When the Levchenko testimony is published as a book, I think that it has the 
potential to develop into a big issue. When the so-called Rastoborov 
[phonetig] incident occurred after Rastoborov defected to the United States, 
he revealed that a former (Japanese) Army staff officer, Major "C," was a 
Soviet spy. Then, at last Major "C" surrendered himself to the Metropolitan 
Police Office and confessed. The process leading to his confession is said 
to have been as follows. 











Whenever a contact came to him, the contact signaled by whistling outside 
the window. Upon hearing the whistle one evening, he went outside. Then, 

a strange man dressed like a Chinese passed beside him. As he was passing, 
the stranger whispered "commit suicide” in Russian and left. This 

shocked him. He discussed the problem with his wife all the night and made 
nis decision. (/The next day] he surrendered hiwself to the Metropolitan 
Police Off ‘ce and confessed. Spies alswu stake their lives. I think that we 
need to consider more seriously the actual state of internationai espionage. 


When I visited Britain, a high official of MIS asked me: “As an official 
of the Public Security Investigation Agency, how many times a week do you 
meet the prine minister?" When I answered that we could not directly 
report to the prime minister, that instead we could see the Minister of 
Justice several times a year, he was surprised. They said: "We must see 
the prize minister at least once a week and report to him.” 


Lieutenant General Gehlen also writes in his memoirs that he reported to 
the president once a week. In addition, whenever a problem arose, he drove 
by car [fo Bong/ to report to the president. 


A Man Serving as the Second Hotsumi Ozaki 


(Editorial staff{7 According to Levchenko's testimony, his role was to 

take active measures, such as to create obstacles to Japan-U.S. coopera- 
tion or to create mutual distrust between Japan and the United States. 

What he did seems to be intended to reduce the Japan-U.S. security treaty 

to mere form. He accommodated the Beheiren /The Vietnam Peace Committeg/ 

to help U.S. military deserters defect. Isn't this a typical example of his 
work? The anti-nuclear movement is also one of the Soviet active measures. 
They are trying to break the anti-Soviet alliance of Japan, the United 
States, and China. In regard to these active measures, isn't it important 
to arouse people's interest in them from now on? 


Hirotsu: If you think that ecpies only steal secrets, you are quite wrong. 
The Sorge Incident is not sucha case. It is true that Sorge stole secrets. 
(What is more important is thaf/] he criticized "the northern advance" of 

the Japanese Army so that Japan would not attack the USSR. He maneuvered 

by supporting "the southern advance" to direct Japan to the war with the 
United States. That is what Hotsumi Ozaki did. Soviet espionage activities 
have always included this aspect. I feel that Levchenko's role is the role 
Hot sumi Ozaki played. 


To break the Japan-U.S. relationship and to lead Japan toward the pro-Soviet 
camp--Levchenko seems to have assumed exactly the same role as Ozaki. 


Arima: I think that was just after Levchenko's testimony was reported. 

Mr Akira Sono published an article in SANKEI SHIMBUN. I think Mr Sono's 
analysis is correct. It is imperfect to think of Japan's security only in 
terms of armed invasion or attack. We should turn our attention to politi- 
cal plots too. We should raise people's consciousness as well as ask 
politicians for morality. This is a question that precedes regulation by 
laws. 











(Editorial staff7 Levchenko says in his testimony that Japanese journalists 
ere very sincere and cooperative. 


Arima: It is because they lack a clear standard for judgment of the nat ion-~ 
al interest. 


Hirotsu: Since the LDP's second draft of “the espionage prevention law" is 
limited in its application to defense secrets, there are various criticisms. 
Once “an espionage prevention law’ is established, however, I think it will 
play an educational role of arousing the nation's caution against inter- 


national espionage. 


If we continue to remain innocent people and thoughtlessly say things that 
would damage our national interest as we have been, it will come back to 
haunt us--I think people will realize this eventually. For this reason, 

I hope the Diet members will pass a bill soon, even though it may be 
insufficient in some respects. 


Arima: As you have said, various issues have been raised, such as those 
concerning the report boats (Japanese fishing boats allowed to fish in Soviet 
waters in exchange for information passed to Soviet coastal guards], friend- 
ly trading companies, ai friendly halls. It is rather difficult to pass 
laws regulating them. Nevertheless, those issues will help the nation 
deepen its awareness that such organizations and contacts do exist and that 
they can become a route for leakage of defense secrets. I think that they 
will further raise people's interest in active measures such as Levchenko 


described. 


Hirotsu: According to Levchenko's testimony, most Soviet diplomats are KGB 
spies. Officials of Aeroflot and trade organizations also belong to the KGB. 
The number of KGB spies who reside in Japan under various covers is said to 
be 200. He himself was a NEW TIMES correspondent to Japan. Moreover, the 
agents he had contact with and those to whom he paid money for cooperation 
were said to number 200. 


(Fditorial sta£f7 Will "an espionage prevention bill" be proposed by Diet 
members in the next Diet session? 


Arima: Because of my position, it is hard to say. However, I think we must 
propose it as soon as possible. I think the time will come when we frequent- 
ly report the condition of the drafting of "an espionage prevention bill” 

to Prime Minister Nakasone and ask for his judgment. 


When a bill is debated in the Diet, it will raise the nation's interest in 
it. However, because it is the prime minister who must take the brunt of 
the criticism, he must make up his mind first. Without his decision, even 
if we are prepared, we cannot propose it in the Diet. It is difficult 


to judge such timing. 


Another thing that we need is broad support from people in order to legislate 
this sort of issue. Without support, we can hardly take a step forward. 











Therefore, this is a problem we cannot solve unless we prepare both 
aspects of gathering more people's support and having politicians deepen 
their conception. Of the municipal assemblies, approximately 40 percent 
have passed a resolution to promote passage of an espionage prevention law. 
At the prefectural assembly level, on the other hand, we still have to try 
hard from now on. 


Hirotsu: It is difficult to pass a resolution in large cities like Tokyo. 
However, I hope {Tokyo Metropolitan assemblymen] will] seriously work on 
passing a resolution after the House of Councilors’ election. 


Arima: I think it important to raise people's support by appealing to 
people at the time of an election. 


(Editorial staff{7 We will close this interview now. Thank you very much 
for coming when you are so busy. 


Espionage Bill Draft 


Tokyo TOKI NO KADAI in Japanese Feb 1983 pp 66-68 
[Text] The LDP's Draft of the Espionage Prevention Bill (complete draft) 


At the time when the leaking of secrets by Miyanaga, a former major general 
in the Ground Self Defense Force, was revealed in January 1980, the LDP's 
Security Investigation Committee (Asao Mihara, chairman) began writing a 
draft of an espionage prevention bill. Its Legislation Preparation 
Subcommittee (Motoharu Arima, chairman) finished the second draft of the 


bill on 2 July 1982. 


The Second Draft of "The Bill Concerning Prevention of Espionage Activities 
Involving Defense Secrets" 


(Object) 
Article 1. This law is intended to prevent espionage activities such as to 


search for and collect defense secrets with the object of informing foreign 
countries, as well as to serve our national security by preventing activities 














that divulge defense secrets. 





(Def inition) 


Article 2. In this law, "defense secrets” indicate the items listed in the 
separate table, and documents and graphics or articles related to them that 
require secrecy from the point of our national defense and are not made 


public. 


(Measures to protect defense secrets) 


Article 3. The head of a government executive organ that handles defense 
secrets must take necessary measures to protect defense secrets, such as to 











classify defense secrets in accordance with govermment regulations and 
inform related persons of necessary measures for their protection. 


2. In taking the previously mentioned measures, when having persons other 
than government employees handle defense secrets, the head of the goverment 
executive organ who handles defense secrets must take special measures in 
order to make them become well aware /fhat they are handling] defense 

sec ret s. 


(Penal provisions) 


Article 4. Anyone who comes under each of the following is punished by 
imprisonment with labor for 2 years or more. 


1. One who has searched for and collected defense secrets with the object 
of informing foreign countries. 


2. One who has informed foreign countries of defense secrets. 


Article 5. Anyone who comes under each of the following is punished by 
imprisonment with labor of 10 years or less. 








1. One who has searched for and collected defense secrets by improper 
means. 





2. One whose employment involved handling defense secrets and who divulged 
defense secrets that he knew or obtained by virtue of his employment. 


Article 6. Except for those who come under Item 2 of Article 4 or Item 2 
of Article 5, anyone who has divulged defense secrets is punished by im- 
prisonment with labor for 5 years or less. 











Article 7. An attempted crime violating the previous three articles is 
cunishable. 








Article 8. Anyone whose employment is or was to handle defense secrets 
and who has by mistake divulged defense secrets that he knew or obtained 
through his employment, is punished by imprisonment without labor for 2 
years or less or fined 200,000 yen or less. 


2. Except for those who come under the previous clause, anyone, who has by 
mistake leaked to others defense secrets that he knew or obtained through 
ais occupation, is punished by imprisonment without iabor for 1 year or less 


or fined 100,000 yen or less. 














Article 9. Anyone who has prepared or plotted to commit a crime described 
in Article 4 is punished by imprisonment with labor for 7 years or less. 





2. Anyone who has plotted to commit a crime descrived in Article 5 is 
punished by imprisonment with labor for 5 years or less. 











3. Anyone who has plotted to commit a crime described in Article 6 is 
punished by imprisonment with labor for 3 years or less. 








4. Anyone who has suggested to or instigated someone to commit a crine 
described in Article 4 is considered the same as in the case of Clause 1 of 
this article; amyone who has suggested to or instigated someone to comuit a 
crime described »n Article 5 is comsidered the same as in the case of Clause 
2; and anyone who has suggested or instigated someone to commit a crime 
described in Article 6 is considered the same as in the case of Clause 3. 











5. The previous pro. ision does not eliminate application of the provisions 
concerning suggestion provided in the General Provisions of The Criminal 
Aci {1967 Law No. 45) when one to whom a crime wa. suggested has committed 
acrime related to the suggestion. 


(Exemption or reduction of penalty for voluntary surrender) 


Article 10. When someone who committed a crime described in Item 1 of 
Art@cle 4, Item 1 of Article 5, Article 7, or Clauses 1 through 3 of Article 
9 has surrendered himself, his penalty is reduced or exempted. 





(Interpretation and application of this law) 


Article 1l. In applying this law, the authorities should not interpret this 
law in an expanded manner and thereby unjustly violate people's basic 
human rights. 


Supplementary Provisions 
(Date when this law becames effect ive) 


l. This law will be enforced from the date, determined by a government 
ordinance, that does not exceed 6 months from the date of its promulgation. 


(Abolition of The Secrecy Protection Act based on the Japan-U.S. Mutual 
Defense Aid Agreement) 








2. The Secrecy Protection Act (1954 Law No. 166) based on the Japan-U.5. 
Mutual Defense Aid Agreement will be abolished. 








(Transition measures accompanying the abolition of The Secrecy Protection 
Act based on the Japan-U.S. Mutual Defense Aid Agreement ) 











3. im regard to crimes committed prior to enforcement of this law, the 
previous laws and examples will apply. 








Separate Table (related to Article 2) 


l. Items concerning defense 











a. Schemes, policies, or plans, related to preparations, capabilities or 
actions for defense; or the state of their implementation. 











b. Organization of units and equipment of the Self Defense Forces. 


c. Duties, assignments, actions, or education and training of units of the 
Self Defense Forces. 





d. Structures, performance capabilities, or strength of facilities of the 
Self Defense Forces. 


e. Contents or secrec codes of transportation and cor: unications of units 
of the Self Defense Forces. 


f. Information concerning foreign countries necessary for defense. 


2. Items concerning equipment and materials necessary for Self Defense 
Forces to carry out their duties 


a. Concerning warships, aircraft, arms, ammunition, communications equip- 
ment, radio equipment, other equipment and materials (called “equipment” 
hereafter), their structures; performance capabilities; techmologies con- 
cerning their manufacture, maintenance, or repair; method of their use; 

or names and quantities of equipment. 











b. Concerning equipment, plans for research and development, or experiment, 
and their situation or achievements. 





3. Concerning equipment supplied by the United States of America on the 
basis of the Mutual Defense Aid Agreement between Japan and the United 
Stdtes, information concerning its structures, performance capabilities, 
or technologies concerning its manufacture, maintenance, or repair, or 
me hod of its use. 7 

















(Note: The portions underlined are different from the first draft.) 
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ECONOMIC 


GNP PROJECTION USING KYOTO UNIVERSITY MODEL REPORTED 
Tokyo SHUKAN DIAYAMONDO in Japanese 18 Dec 82 pp 32-33 


{Article by Chikashi Moriguchi: "Only 2.7 percent Growth Is Possible due 
to Financial Constraint and Trade Friction"] 


[Text] 3 Percent Growth Only In Domestic Demand 


The forecast at the end of 1981 predicted low growth, and unfortunately, 
it has been realized. 


Domestic private demand has become weak across the board due to the fact 
that: 1) increases in real family income were small, 2) housing construction 
of 1.15-1.2 million homes annually fell due to structural factors (decrease 
in number of marriages, a change in housing demand, a halt in the gravitation 
of the population to large ~ities, etc), 3) equipment investments were 

steady at midterm, but there has been a fall in exports for almost a year 

and downward revisions or postponements are being made in export-related 
industries. 


The sustained possible growth rate for the Japanese economy in domestic 
demand only, without relying on exports, is seen as 3 percent. For the 
midterm potential growth rate seen on the basis of production capability, 
a 4 percent level is possible if the demand premise holds, with all the 
manufactured goods demanded be sold both in domestic and foreign markets. 


However, the present conditions that have been established in Japan are 
not simple. Export stagnation is seen as continuing for some time, and if 
a 4 percent growth rate is to be attained under those conditions, domestic 
demand must increase considerably, but that presents difficulties. 


Syppasing for the moment that 4 percent economic growth was achieved in real 
GNP and the resultant income increased 4 percent: it would not be true 

that total demand would grow 4 percent from that. For example, even if 
there were a 4 percent increase in income, disposable income after deducting 
taxes due to the natural pressure to increase taxes would be only 3 percent 
or so, and individual consumption probably would only increase to the 

level of 3 percent. 











Housing construction is the same, and besides depending on increases in 
income, housing starts will not increase greatly because of structural 
factors. Even considering building extensions or quality upgrading of 
interior finishing, etc, the increase will be about 3 percent. 


For equipment investment, also, capital productivity has risen with the 
development of the microelectronics revolution. Increases in the capital 
stock necessary to realize fixed growth have had a good effect even if 
they have not been high. If there is a 3 percent increase in demand, 
equipment investment will also be in a satisfactory condition as long as 
it increases along the increase in demands. However, equipment investment 
in export-related industries, which has been steady up to now, will be 
modified downward with export sluggishness. 


Even if income increased 4 percent, the increase in total demand generated 
from that would be on the level of 3 percent. For 4 percent growth, 
financing must be stretched out or exports must be considerably increased, 
and total demand must be increased more than 4 percent. The reasons will 
be stated later, but it is not thought that exports will increase on such 
a great scale quantitatively in the future. That is because the sustained 
possible growth rate at midterm in domestic demand is seen at the 3 percent 


level. 


The above is the outlook for a midterm viewpoint, but what about the 1983 
fiscal year? The forecast values are indicated in the table. 


Reverberating Sluggishness of Financial Expenditures 


The increase in various demand items (real base) are: individual consumption, 
2.1 percent (1982 forecast was 3.8 percent); housing construction, 3.0 

percent (forecast, 2.3 percent); and equipment investment, 2.8 percent 

(minus 1.6 percent). As opposed to exports of 1.5 percent (0.8 percent), 
imports were minus 2.7 percent (0.7 percent). In the end, a continued low 
growth rate of under 3 percent for real GNP is forecast, with 2.7 percent 

in FY-83 follor ing 2.6 percent of FY-82. 


The decline in theincrease in individual consumption from FY-82 is a 
reaction to the very large increase in the April to June period in FY-82 
and is the result of a special situation that somewhat lowers the increase 
ratio to the previous fiscal year. There is no reason for this to become 
worse. Looking at the later half of FY-82, the ratio of increase in 
individual consumption compared to that of the previous term is estimated 
to be 3.5-3.6 percent, and the aofrmentioned 3 percent growth rate for 
overall domestic private demand is anticipated. 


Our problem is that quick recovery in exports cannot »be expected, and another 
is that the increase in financing is small. 
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Economic Outlook According to Kyoto University Model 


(Percent compared to previous fiscal year; details of gross national 
expenditures are real base) 








FY-82 FY-83 
Gross National Expenditures 2.55 2.71 
(Nominal Gross National Expenditures) (4.61) (5.21) 
Private Final Consumption Expenditures 2.76 2.12 
Private Housing Investment 2.30 3.00 
Private Industry Equipment -1.59 2.81 
Private Inventory Building -9.98 19.26 
(Domestic Private Demand) (2.11) (2.44) 
Government Expenditures 3.70 0.95 
Final Consumption Expenditures 2.92 2.09 
Fixed Capital Formation 2.36 -0.06 
Foreign Surplus on Current Account 1.01 11.55 
Exports, etc 0.76 1.52 
Imports, etc 0.66 -2.65 
Mining & Manufacturing Production 2.62 3.01 
Emp loyers 1.97 1.18 
Fully Unemployed (10,000 people) 135 140 
Wholesale Prices 1./6 0.37 
Consumer Prices 2.71 2.83 
Current Account Balance ($100 million) 122.6 221.4 
Yen Rate ($1.00 for yen) 252.01 237.50 





Data: Kyoto University Economic Research Center/Kansai Economic Research 
Center 





As for the increase in financing, final government consumption indicates 
an increase on thelevel of 2 percent for both FY-82 and FY-83, but since 
government fixed capital formation will hit the zero mark for the amount of 
increase in the FY-83 budget revisions in FY-82, and the increase will be 
completely zero. As for overall domestic demand, the increase rate will 

be completely zero. As for overall demand, the increase rate for private 
demand is somewhat higher, from 2.1 percent in FY-82 to 2.4 percent in 
FY-83. The trend toward an increase in overall financial demand has been 
moving sloely in general, falling from 3.7 percent in FY-82 to 1.0 percent 


in FY-83. 


Regarding exports, the outlook is that they will be sluggish. This is 
because although it is anticipated that the world market will recover in 
the latter half of FY-83, centering on the United States, protectionist 
trends which at presezt) are on the increase will become rather severe, 
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centering on the EC (European Community), and the move in the yen rate 
which began recently will take root (fixed at 240 yen to the dollar in 
January-March 1983, under 240 yen in April-June, and anticipated to move 
to 230 yen thereafter). 


Macroeconomic Indicators (compared to same period last year) 
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Ragarding imports, the outlook for FY-83 is that they will represent a 
real minus, with commodity imports increasing 6.6 percent, but a decrease 
in invisible payments is anticipated to arise in import prices and a 
drop in interest. For this reason, the increase in exports will be low, 
but since the increase in imports will represent a minus, it is believed 
the increase in the foreign surplus on current account (deducting imports 
from exports) will be large, pushing up the GNP. 


Nevertheless, there will be great sluggishness in economic growth, private 
demand will be 2.4 percent and even if the plus in the foreign surplus on 
current account is increased somewhat, the predicted result is that the 
real GNP growth rate will stop at 2./ percent. 


Friction Aggravated by Increased Favorable Current Account Balance 


If the real GNP growth rate for FY-83 is 2.7 percent, business earnings 
probably will not decline very much, because although the exports of the 
processing industries will level off, with a rise in the yen rate there 
will be a recovery in the materials industries and electric power wherein 
the earnings have been depressed up to now by a low yen. On that point, 
the problem will be the employment situation. 
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The increase in the employment rate was a tolerable 1.9 percent in FY-82, 
but it is expected to fall to 1.2 percent in 1983. Even though the growth 
rate has been sluggish up to now, it has been the Japanese pattern to have 
flexibility and not increase the number of unemployed. However, recently 
women have had a strong desire to work and the unemployed increased from 
1.35 million in FY-82 to 1.4 million in FY-83, and the outlook is that 
the unemployment rate will also rise somewhat. 


Recently, there has already been a decrease not only in overtime but also 
in regular work hours, there has been a 20 percent rise in the number of 
unemployed women from the level of the previous year, and the employment 
situation for high school graduates, which formerly was not a problem, is 
worsening. With growth under 3 percent, a balance in the demand for labor 
will be difficult to obtain. 


On the other hand, since such an employment situation will work as a 
restraining factor on wages, the trend in wages and living costs will be 
more stable in FY-83 than in FY-82. Inflation will become less and less 

of a problem, and money rates will also decline. The outlook is for the 
official discount rate to be lowered 1 percent in January 1983 and 0.5 
percent in April 1983. However, if this happens, the failure of tax revenues 
to increase will continue, and the problem of financial deficits will 

become more serious because the increase in nominal GNP will not be large. 


In view of this, a trend toward planning a shift to a more positive 
financial policy probably will appear from FY-83 to FY-84, 


In foreign matters also, there is a danger sign in FY-83. That is the 
international balance of payments. Quantitatively, exports will not 
increase very much, but the dollar base will increase above 10 percent due 
to a high yen, and since imports conversely will not increase counter to 
this, the favorable current accounts balance will increase, and there is 
a possibility of the reappearance of the "J curve effect" that occurred 
around 1978 when the favorable margin was increased due to a high yen. 

It will be apparent that voices of censure from ~: -ope and the United 
States about the balance in the black will be raised more and more. 


It appears that the Japanese economy will be groping for a 3 percent midterm 
growth rate amidst financial constraint and trade friction. However, viewed 
from the worsening employment situation, financial deficits, and friction 
abroad, perhaps that is the desired possible sustained growth rate. This 
will have to be debated at length in the future, and in actuality, it 
probably will be a year disposed toward debates related to the potential 


growth rate. 
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ECONOMIC 


PROSPECTS FOR FUTURE OF TRADING COMPANIES EXAMINED 


Tokyo SENTAKU in Japanese Fel 83 pp 64-67 


[Excerpts] Even the trading companies which were the producers of high econ- 
omic growth and the symbolic vanguard of Japan's economy are sending out a 

“distress signal". They will be all right if they can get out of this emer- 
gency situation by mergers and cooperation. At present, however, they are in 


a deep, bottomless swamp. 
Japanese Economy in State of Emergency 


The situation in Japan is rather bad. According to statistics (expressed in 
dollars) compiled by the Bank of Japan on the amount in letters of export cred- 
it received, letters of credit for last December registered a drop of 4 per- 
cent over the same month of the previous year. Letters of credit for the 12 
consecutive months fell below the level of the previous year. This is the 
first time this has happened since the Bank of Japan started keeping such sta- 


tistics. 


It has been pointed out everywhere that the export situation is bad. However, 
most people probably do not understand how harsh the reality is. This is be- 
cause, although Japan's exports have occasionally dropped in the past, they 


have always recovered. 


However, last year, the main export items, such as steel, chemical products, 
and machinery (including plants and automobiles) and even electrical appli- 
ances, dropped. Of course, there are many who do not believe this, because 
many people know that Japan is very competitive internationally in steel, 
which is its main export, and that Japanese rolled steel is 20,000 yen cheaper 
per ton. Whether it be automobiles, audio equipment, or electrical household 
appliances, Japanese products are exceedingly inexpensive. 


It is natural to think that Japan can sell its competitive products, and that 
foreign countries will buy them. 


However, looking at the economic state of affairs in the United States, which 
is Japan's biggest trading partner, we can conclude that the commonsense that 


has worked up to now no longer prevails. For example, in steel production, 
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in which the United States boasted of being tops in the world, last year the 
annual production of unprocessed steel dropped below 90 million tons, more 
than half of the equipment was idled, and production was at 30 to 40 percent 
capacity. The situacion was so severe that the »revious annual production of 
11 million automobiles fell below 8 million. 


[It is not only the United States that is affected. With domestic economic re- 
adjustment and a simultaneous world recession, Europe, Southeast Asia, and 
even the rising oil-producing countries have conspicuously lost their ability 
to purchase foreign goods. In trade negotiations, price competitiveness has 
become mute. 


It is an era in which, even in advanced trade talks, factors other than econ- 
omic ones are becoming important, namely political factors, such as to what 
extent a third country is carrying out economic cooperation with the country 
concerned, or whether a third country is supplying weapons or cooperating on 
issues such as those of guaranteeing national security. Japan's “strong point’ 
is becoming useless. 


In addition, the domestic economies of the "middle-level developing countries”, 
which were expected to become new markets behind Europe and the United States, 
have started to collapse in the midst of the world recession. At this point, 
there is doubt whether the financing and investment capital can be safely re- 
covered, and new trade tai“e« are the last thing in mind. For the past several 
years, the Mitsui groups’s large investment (650 billion yen still unrecovered) 
in Iranian petrochemicals has been a problem, and now countries such as Poland, 
Mexico, Brazil, Argentina, South Korea, and Indonesia, which were big custom- 
ers of Japan, are all quivering at once. 


Finally, the city banks and the long term credit banks are taking measures un- 
precedented in Japan's financial history, considering some of the credits to 
these countries as, in a sense, “irrecoverable debts." That is, they are re- 
paying those debts from the March settlement of accounts. It is recognized in 
Bank of Japan and Ministry of Finance studies that "16 of the countries that 
have received financing from Japanese banks such as the city banks and long 
term credit banks are uneasy about repaying the credit, and since the total 
amount of the financing is $37 billion (about 8.5 trillion yen), the situation 


is serious.” 


This figure is only for financial sources; it is estimated that, with finan- 
cing by trading companies and independent financing by manufacturers included, 
it "would be 10 trillion yen" (exchange bank source). This is not a time for 
concealing the possibility that this huge amount of capital will become irre- 
coverable; the reality will strike in Japan's situation. 


European and U.S. financing organizations have larger amounts of capital ex- 
posed to danger, but the success of recovery and avoidance of country risk for 
these organizations is ultimately determined by the “country's strength" back- 
ed by military power. It is obvious that Japan, which lacks military strength, 
is at a disadvantage, compared with Europe and the United States. 
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Even so, in Japan's case, nearly all of the companies" investment and financing 
activities are based on capital borrowed from others, rather than on their own 
capital. Thus, if a large amount of capital does not become irrecoverable but 
still is not repaid and is tied up for a long time, the increase in the cost 

to the companies is unimaginable. 


If that severe situation continues, it might end the life of the trading com- 
panies, which have led the Japanese economy up to now, with risk management as 
their “forte”. That is why everyone is pointing to the “distre: signal” that 
has weathered the emergency stage. 


All Nine Trading Companies Show Decreases in Revenue and Profits 


If domestic activity increases, there will be a way out, even if roads do not 
open up overseas. Fifty-five percent of the auto industry scles are overseas, 
but the remaining 45 percent of the market is domestic. Even in the steel, 
machinery, and electrical equipment industries, 30 to 35 percent is for export, 
and over 50 percent supplies domestic demand. This phecomenon is also true in 
trading company activities; 50 percent of the transactions involve trade and 


50 percent are domestic. 


Unfortunately, however, there are few bright signs in the domestic area either. 
This is an unresoivable dilemma. 


Looking at the trends of 30 types of domestic industries by industry type, 
there is only one type of industry where a “bright spct"™ remains: computer- 
related industry. Due to a recession in audio products, and electrical house- 
hold appliances, even the electronics industry, which was considered stable in 
the long term, has become cloudy. 


Health and laser-related industries, food and medical chemicals-related indus- 
tries, and the travel industry, which at one time were favorable, have moved 
into an across-the-board recession. Even the machine tool industry, which was 
considered perfect for office automation, factory automation, and robotization, 
is reflecting the long-term recession in equipment industries such as steel 

and petrochemicals, and the “bright spot” is vanishing. This is showing up 
clearly in private consumption trends. It is estimated that even during the 
year-end gift season last December, sales at department stores, supermarkets, 
and general retail stores were only slightly above, or at the same level as, 
the previous year. Nothing is looking up. Far from it; considering that the 
increase in the consumper price index last year was over 3 percent, it could be 
said that growth in private consumption has dropped substantially. 


The performance of companies probably will not recover with the across-the- 
board deceleration of the leading industries, mainly the materials industries 
such as steel, energy, chemicals, electrical equipment, automobiles, shipbuild- 
ing, nonferrous metals, and textiles, which lead Japan's economy. 


As a result, the performance of companies (the major companies) for the March 
period fell 20 percent (in terms of recurring profit) below the same period of 
the previous year. This is the larg-st decrease in profits in 5 years and is 
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a result of having fallen into a long term recession after the first oil shock. 
A big factor in this is that, while profits decreased, the companies" sales 
did not grow (March period = up 2.4 percent over the previous year). In other 
words, the fact that sales did not grow, even with a price increase (3.4 per- 
cent), means that transactions were below those of the previous year after 
deducting for inflation, and that movement of goods is slow in the economic 
world in general. 


Even so, if the trading companies, which organize industrial activity domes- 
tically and overseas and instigate trade talks, are strong, we can hope that 
they will pursue a dream of considerable growth, even if they do not reach 
another era of high growth. This has been the concept of Japan's economy for 
some time. Actually, Japan has often made use of the antennas of the trading 
companies and has overcome domestic recessions by turning toward work overseas. 


However, the activities of the trading companies, which have been blocked on 
all sides, are “almost at the point where nothing can be done.” It is impos- 
sible for the trading companies to perform their former savior role. The fore- 
cast for the March settlement of accounts realistically indicates that. 


The statistics are still being compiled, but it appears that the revenue anc 
profits of all nine trading companies dropped substantially for this period. 
This is something that has not happened since the war, and particularly since 
1955. It should be mentioned especially that trade transactions for Mitsubishi 
Corporation, which was on an upward trend, and contracts for the period for 
Sumitomo Corporation, which boasted the strongest settlement of accounts, are 
down compared with the previous year. In the end, for the first time in more 
than 10 years, Sumitomo Corporation has had to revise downward its sales and 
profit goals for the period. 


Unfavorable indicators are accumulating even in the strong high-ranking trad- 
ing companies such as Mitsui and Co. Ltd, which for the first time since its 
establishment did not pay dividends and cut its employees salaries, and C. 

Itoh and Co. Ltd, which has not been able to pay executive bonuses for the 

past 8 years. Furthermore, it goes without saying that the lower ranking trad- 
ing companies, such as Toyo Menka Kaisha, Ltd; Nichimen Co. Ltd; and Kanematsu- 
Gosho, Ltd are in a pitiful situation. Now, every day is spent pooling the 
wisdom of the employees as to “how the company can survive.” 


New Companies Are Not Profitable 


There is no longer any trace of the visage of the trading company employee who 
makes the highest income gaily flying about overseas and is most popular with 
students. The average bonus paid by the trading companies last winter was pit- 
iful, 3.6 percent below that for the same period of the previous year. Con- 
sidering that the average rate in industrial circles increased 5.5 percent over 
the previous year, one can understand the gravity of the situation. The fact 
that products having a deficit settlement of accounts fell 11.1 percent indi- 
cates that the trading companies are undergoing their first test since their 


establishment. 
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How did they get into this situation? One big factor is that business oppor- 
tunities are blocked on all sides, both domestically and overseas. However, a 
bigger factor is that no leading industries have been born to replace the tra- 
ditional basic industries, and the basic industries are not growing. 


Under the banner of a new industrial revolution, new industries which have only 
a shout that is strong, such as biotechnology, life sciences, mechatronics, 
and optic fibers, are making their debut. 


However, these new in ustries only amount to 1 percent of Japar. s mining and 
manufacturing industries. Many doubt that these industries will even increase 
to 4 or 5 percent in 10 years, or as much as 10 percent in 20 years. Many of 
the industries are labor-saving industries, such as factory automation and of- 
fice automation, and it is thought that they will become underlying causes of 
future unemployment and that few will lead to increased employment. 


In addition, it does not look as if any one of the new industries wili occupy 
10 percent of the mining and manufacturing production and shipping, like the 
existing huge industries such as automobiles, iron and steel, machinery, and 
electrical equipment, or, in the area of employment, that any will become an 
industry able to absorb more than 10 percent. So, Japan must rely on its ex- 
isting industries, which are centered on materials. Herein lies the tragic 
reality. Namely, Japan is blocked on all sides because its economy cannot 
stand alone and cannot be supported by the new industries, and Japan cannot 
hope for growth in the existing industries. 


Although the trading companies are willingly investing capital and talented 
people in new industrial areas, they are strongly affected by the problems of 
Japan's economy and cannot find an exit. Moreover, if many doubt the future 
of the new industries, the road to survival for the trading companies them~ 
selves wili naturally become steeper. 


Of course this is true even for the existing industries. The feeling of crisis 
born of this harsh reality is that the era of survival of the fittest, natural 
selection, mergers, and reorganizations of companies has really arrived. 


In oil industry circles there are rumors of mergers between Taikyo Oil Co. Ltd 
and Maruzen Oil Co. Ltd and between Mitsubishi Oil Co. Ltd and Idemitsu Kosan; 
for chemical industries, mergers are on the agenda between Mitsubishi Petro- 
chemical Co. Ltd, Mitsubishi Chemical Industries Ltd, and Mitsubishi Rayon Co. 
Ltd, as well as between Mitsui Toatsu Chemicals, Inc and Mitsui Petrochemical 
Industries, Ltd of the Mitsui group. The fact that, in the area of pulp, talk 
of the merger of the four subsidiaries of O0ji Paper Co. Ltd has revived, and, 
in the area of textiles, the merger of Teijin, Limited, and Unitaka Ltd has 
surfaced, and that, even among the five major steel companies it is estimated 
that “steel will probably become a three-company structure” (Shinnitetsu source), 
is a natural conclusion arising from the present situation and the harsh real- 


ity. 


It is only recently that government and financial sources have been studying 
the bold concept of a large merger of Nisshin Steel Co. Ltd with the Shinnitet- 
su companies, and a further merger of that entity with Kobe Steel. 
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Reorganization Is a Natural Result 


It is not likely that any of the trading companies, which act as coordinators 
and organizers for the various industries, could survive alone “outside the 
mosquito net." They have been forced into a situation wherein they cannot 
wait longer than other industries. This is because, due to their collectivi- 
zation, the general industrial recession is hitting them directly. Further- 
more, now, when most of the influential industries are diligently trying to 
survive, it is likely that there will be an increase in movement to eliminate 
transactions along with pressure from the manufacturers regarding the distri- 
bution and mediation sectors that have been left to the trading companies. 


The decision made last year to merge Kawatetsu Shoji and Kawatetsu Bussan, 
Kawatetsu's influential specialized trading company, realistically demonstrates 
this. Even the specialized trading companies backed by steel, which is a 
strong industry, are hurting. To put this another way, we could say that the 
so-called “general” trading companies are in an even more severe situation. 


The Ministry of International Trade and Industry and the Bank of Japan are 
saying that "this year's target for industrial reorganization is the trading 
companies," but even if they dynamically pursue mergers and cooperation, will 
it happen this year? Since continuing to exist as they are now would be an 
extremely difficult trick, the medium-and low-ranked trading companies are 
already rapidly promoting cooperative activities with “duck's feet,” that is, 


under the surface. 


Mergers between Kanematsu-Gosho Ltd and Marubeni Corporation, and between Nich- 
imen Co. Ltd and Nissho-Iwai Co. Ltd have already been decided on, and are 
being worked on within financing circles. The focus is now shifting from the 
trends of the low-ranking trading companies to that of third-ranked Toyo Menka 
Kaisha, Ltd. In the past several years, Toyo Menka Kaisha, Ltd has put all 

its efforts into ridding itself of past sins, but it has run into a big wall 
regarding future development, and it appears that it will be difficult for it 
to break new ground without cooperating with another company. 


As far as partners are concerned, Sumitomo Corporation is in the limelight, 
but Sumitomo Bank, which is the major bank of the Sumitomo Corporation, views 
Toyo Menka Kaisha, Lid with a severe eye, so, depending on the circumstances, 
a “restoration of relations” with Mitsubishi Corporation, with whom merger 


talks have taken place in the past, may occur. 


In any case, the trading company world is in a situation wherein no company 
below sixth-ranked Nissho-Iwai Company Limited can stand alone, and the present 
nine-company structure will be forced to become a six-company structure, and 
then to become a four-company or five-structure. Will the trading companies 
become specialized trading companies, or will they meet with the bitter experi- 
ence of liquidation ans veing absorbed? The era of high growth when there were 
12 major general trading companies (when Marubeni Gosho, Iwai, and Ataka Sang- 
yo existed) has completely disappeared. That situation is not temporary, like 
"a winter era"; it could be called “the ice age.” The arrival of spring is 

too far away, and it is expected that, with ine harsh north winds, several com- 
pan‘es will take down their signs within the year. 
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ECONOMIC 


COUNTER TRADE, INDUSTRIES IN DEVELOPED COUNTRIES DISCUSSED 


Tokyo BOEKI TO KANZEI in Japanese Feb 83 pp 46-50 


[Article by Norio Aoyama: "Developed Nations’ Industries and Counter Trade"] 


[Excerpts] Prefatory Note 


With the prolonged worldwide depression in all countries, a trend is on the 
increase to reduce the slackening exports by means of counter trade (CT). 
While criticized as a camouflage for protectionism, CT, in effect, provides 
relief to the shrinking world trade. 


Background of the Increase in Counter Trade 


The following factors are behind increasing CT, a trend which has become 
conspicuous since the seventies. 


(1) An increase in East-West trade following the detente ushered in by the 
mutual visits of President Nixon and General Secretary Brezhnev in 1972 and 


1973 . 


(2) Introduction of the USSR-Eastern Europe style CT system by developing 
nations which suffer from worsening international balance of payments and 
accumulation of debts to foreign countries due to the rise of oil prices. 


(3) Adoption of means outside the framework of GATT by some developed 
countries in an effort to control unemployment and recession, in the midst 
of the worldwide economic slump brought by the second oil shock. 


During the 10-year period between 1970 and 1980, world trade increased 6.4 
times, from $312 billion to §1.999 trillion. Exports to communist countries 
from developed nations in the same period increased by 6.77 fold, at a higher 
rate than world trade, while exports from communist countries to developed 
nations increased even more, by 7.13 fold. As a result, the dependence of 
exports from developed nations to the communists’ market increased from 4 
percent in 1970 to 4.8 percent, and, exports of communist countries to the 
developed nations’ market, from 24.2 percent to 32.6 percent (inversely, the 
developed nations dependence on commuaist countries for imports increased 
from 3.6 percent to 4.3 percent) 
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Expanding East-West trade means increasing trade deficits for the East due 
to its hard currency shortage. Communist countries introduced CT as one of 
new, practicsl means to overcome the problem, and “the importance of CT in 
the long-term planning in communist countries has become clearer daily.” (1) 


A representative example of the second factor is observed in the Indonesian 
CT system. Indonesia's total exports in 1981 increased in comparison to the 
previous year, although exports of nonpetroleum products decreased sharply. 
In addition, increased deficits incurred in the balance of invisible trade 
resulted in an ordinary revenue deficit of a little under $1.2 billion in 
1981 from the surplus of $2.8 biilion in 1980. This caused the government 
to promote the export of nonpetroleum products, for import restrictions were 
not feasible in view of developmental requirements. A CT system was made 
public by Radius Prawiro, Minister of Trade and Cooperatives on 10 December 
1981, inposing export of Indonesian nonpetroleum products on foreign 
industries as a condition for bidding in government prcjects or procurement 
after 1 January 1982. 


In the background of this move was the regulation imposed on Indonesia by 
Great Britain in June 1980 as a result of sharply increased export of clothing 
in Indonesia. Minister Radius was said to have made a statement, the gist of 
which was that a counter purchase system was instituted "as a counter mez sure 
to the protectionism of advanced nations.” it is reported that they learned 
counter purchasing itself from the experience of Eastern European countries, (2) 


Thirdly, trends toward CT transactions had begur to be observed among advanced 
nations whic. suffer from increasing unemployment within the country and 
worsening international balance of payments caused by the worldwide rec?ssion. 
Canada, for example, experienced an increase of revenue deficit from $1.6 
billion in 1980 to $5.5 billion in 1981. France, also, had deficits of $7.8 
billion in 1980 and $7.3 billion in 1981 . Such was the background behind 
Canada’s requirement that the United States ought .o promote export of Canadian 
products in exchange for their purchasing F-18 fighter planes from McDonell 
Douglas. Fresh in memory for us, on the other hand was the report about 
Jobert, Minister of Foreign Trade in France, as “having expressed a firm 
resolution that Japanese VTR would be purchased only on the condition of 
purchasing French he'icopters and/or air buses." (3) 


Problems Inherent to Counter Trade 


CT transactions basicaily involve two problems. Firstly, they threaten the 
system of free trade because, “an important part of markets would be separated 
from open competition, for by contract, seliers are bound to bry their 
customers’ products." Also, contract conditions "can become means of 
disguising subsidies and dumping procucts which are not compecitive in free 
markets" (BUSINESS WEEK). 


In the case of Indonesia, products for counter purchase are cement, laminated 
boards, textile products, rubber, tobacco, coffee, tapioka, pepper, etc. As 
it purports to seli products difficult to export, there are possibilities that 
other rival countries might be damaged, if dumping takes place. 
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Secondly, because of differences between Eastern and Western economic 
systems, CT in East-West trade could bring confusion into Western markets 
and a danger of excessive dependence on the East, if it results in long-term 
supply of important materials and resources for the Western national economy. 


In particular, as the East can afford to export at marginal prices which are 
not related to production costs, Western industries may not be able to stay 
competitive. Some industries could be weakened by imported products and is 
a comsequence, necessary investments for future increases in demand will be 
suppressed. The country, as a result, could become overly dependent on the 
East for the supply of material. If the East then stops supply onesidedly, 
out of some political intention, a national economy could face the danger of 


collapse. 


Illustrating this problem graphically was the case of export of 
superphosphoric acid to tre Sowiet Union by Occidental Petroleum Company 


and counter import of anhydrous ammonia. 


Armand Hammer, President of Occidental Petroleum signed a bilateral, long- 
term contract with the Soviet Ministry of Foreign Trade in April 1973. The 
contract called for the export of technology and facilities for the 
construction of a new fertilizer factory in Kuibyshev in the Ural Region, 
USSR, as well as pipes and storage facilities for shipping ports. Separately 
the company was to export one million tons of superphosphoric acid annually 
for 20 years beginning in 1978 until 1998 (this was moved up by 2 years, as 
the Soviet opted for advancing the shipment to begin in 1976), and import 
anhydrous ammonia, urea, and potassium carbonate from the Soviet Union, 
approximately equivalent in value. 


The contract was touted at the time as a feat symbolizing the East-West 
detente of the seventies, “the largest trade contract in human history," 
amounting to $8 billion (later amended upward to an estimated $20 billion). 


The problem arose when counter imported anhydrous ammonia amounted to 315,000 
tons in 1978 and doubled to 777,000 tons in 1979. In April of the same year, 
13 American manufacturers of ammonia brought the case to the International 
Trade Commission (ITC) as disturbance of the market, basing their case on 
Article 406 of Trade Laws of 1974. The ITC's judgment of "guilty" handed 
down in October of the same year and its recommendation to President Carter 
for an import quota for the 1980-1982 period was turned down for diplomatic 
considerations. Following the Soviet invasion of Adghanistan 2 months 

later, however, the President overturned the decision and imposed an import 
quota for 1980, as well as asking the ITC for a renewed investigation. As 
the ITC judgment this time was “not guilty," unlike the last time, no 
regulation was possible after 1981. 


The case illustrates the need for state intervention even in countries having 
a free economic system, when large-scale, long-term contracts are signed 
between the East and the West, or, when they involve products important for 
the national economy. (Ammonia is the important material for nitrogen 
fertilizer, and, had the USSR unilaterally prohibited its export, American 
agriculture would have faced collapse.) 
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In the case of recent economic sanctions against the USSK, the U. S. action 
of unilaterally imposing on Western countries a ban on exporting pipeline 
machinery while continuing its own grain export, was criticized as 
contradictory and too selfish, and had to be curtailed in the face of 
criticism. Fundamentally, East-West trade contains such political problems, 
while it is recognized that this requires careful examination from the long 
term point of view. 


How to Deal with Counter Trade 


How are the United States and our industries dealing with CT? According to 
the abovementioned article in BUSINESS WEEK, top enterprises in the United 
States, such as General Electric, General Motors, Rockwell, Northrop, Sears 
and Roebuck, City Bank, have established subsidiaries specifically for the 
purpose of trade in the past several years. There are reported to be 
approximately 30 such companies in the United States to deal with CT ina 
constructive way. While their parent companies are mostly manufacturers, 
others that are primarily in trading also are meeting CT positively, and 
regard it as a good opportunity to increase business. 


Western enterprises that cannot sell counter imports via CI, tend to secure 
siles by making use of switchers [brokers] based in London, Amsterdam, 
Hamburg, Zurich, Vienna, etc. However, the commissions switchers charge 
are extremely high. It is not unusual for them to charge as much as 40 
percent, © 


Ore aspect of U. S. industries" move toward dealing with CT is a desire to 
control the high cost on their own. Fibro Solomon Phonetic , the largest 
trading company in the United States, reported in its annual reports, 1978- 
1981, that the ability to deal with CT was an important managing property 
of the company, that CT is an indispensable means to strengthen the 
relationship with clients for the development of the company business, and 
also, that they in fact conclude bilateral trade agreements with many 
countries. American industries thus clearly express the attitude that CT 
is useful in pursuing profits by private industries. 


In contrast, how are Japanese industries coping? it goes without saying 

that no industries exist in the whole world that are more able than our 
trading companies to deal with CT. The actuai resuits of CT deals are, 
however, closely guarded trade secrets so that the real extent of transactions 
are not known for individual companies. 


In the books of nine trading companies, imports increased two fold, from 9.4 
to 19.2 trillion yen during a 6-year period between 1975 and 1981: 
intermediary trade transactions increased 2.6 times from 4.2 to 1).7 trillion 
yen during the same period time. Percentage distribution wise (simple 
arithmetical average), the increase for the former was from 20.8 percent to 
23.8 percent, and the latter, markedly from 10.5 percent to 14.4 percent. As 
inferred from the above, Ci appears to have reached a considerable scale. 


CT seems to be indispensable in increasing imports and intermediary trade 
transactions under prolonged recession [It is natural, from the competitive 
nature of trading companies, as well as from the author's experiences, to 











propose alternate plans, including CT, on the initiative of companies 
without waiting for clients’ demands, when difficulties in settlement 
funds are perceived. In material published in Japanese, such as business 
reports and company summaries, the extent of such actions can hardly be 


detected. 


In English cources, however, descriptions such as the following are found; 
"The company policy is to pursue intermediary trade transactions in the form 
of counter purchase, or by assisting more developed nations to cultivate 
export markets, etc." (Mitsui & Co., Annual Report 1981), or, "the company 
has been exporting chemicals for overseas plants under counter purchase 
contracts” (C. Itch & Co., 1981 Annual Report). 


This indicates the intent on the part of trading companies not to stimulate 
the domestic market, for CT may adversely affect industries in the home 
country as described above, while towards foreig countries, the companies 
desire to display their ability to deal with CT to increase business 


opportunities. 


It can be summarized from the above, that for private industries, be it in 
the United States or Japan, CT may be dealt with only if they possess a 
high degree of global marketing ability, and companies can expand their 


business by leaps if they possess such an ability. 


Purchasing or exporting low-quality products as substitutes at high prices 
at the demand of developing countries impairs profitability in the short 
term. In the long run, however, there are advantages: (a) The company 
will be able to secure the status of an adviser to the country, so as to 
improve quality and productivity, and, (b) by so doing it will be able 

to establish widespread human relations for trading in the country and 
strengthen trading bases for the company. Needless to say, a background 
of accumulated contracts for large scale projects is an invaluable basis 


for CT. 


These seem to be the perceptions of trading company officials who are in 
charge of actual dealings. Recent newspaper reporting gradually has come 


to reflect this. 


Conclusion 


The observations above may be summarized as follows. Firstly, the merits and 
shortcomings of CT should be judged depending on the country dealt with and 
the nature of products involved. CT may be inevitable in the case of East- 
West trade, because of the conditions Eastern countries are under. The West 
should treat transactions that invite excessive dependence on the East for 
the supply of such basic materials as energy with caution, though expanding 
mutual economic dependence between the East and the West camps is desirable. 


It is hard to defend CT among developed nations. They do not deserve to be 
called developed nations if they slight the promise, “refrain from engaging 
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ECONOMIC 


HIGH BEEF PRICE SEEN DUE TO CORPORATION MANIPULATION 
Tokyo JITSUGYOKAI in Japanese 1 Mar 83 pp 39-41 


[Text] The real feeling of ordinary citizens reading this report would 
probably be that “the price of beef should be even lower." 


The purpose of the report entitled "The Result of Administrative Inspection 
of Livestock Production and Distribution,” published recently by the 
Administration Management Agency is to determine whether the Livestock 
Production Corporation [LIPC] which is charged with dealing with 90 percent 
of all imported beef has properly implemented supply practices that are 

in accordance with the Livestock Price Stabilization Law. 


The Administration Maragement Agency requested that the Ministry of 
Agriculture, Forestry and Fisheries and the LIPC submit certain material. In 
addition, a 20-prefecturewide investigation beginning with Tokyo in the 

use of marginal profits was undertaken. 


Consumption of beef in Japan amounted to approximately 420,000 tons in 1980. 
For the 20 years following 1960, meat consumption grew by 4 times. 


During this period, Japanese beef production accounted for only 300,000 tons, 
leaving the difference of 120,000 tons to be made up by imports. Beginning 
in 1975, under the ostensible title of "Protection of domestic livestock 
producers” the LIPC in principle was awarded the right to import beef which 
was regulated by the Livestock Product Price Stabilization Law. 


In accordance with this law, the Ministry of Agriculture, Forestry and 
Fisheries each year determines the upper (stabilized higher price) and lower 
(stabilized standard price) beef price limits. In the event that wholesale 
prices rise above the upper limit, the LIPC sells more beef to keep the 
price within the stabilized price zone--the area between the upper and lower 


limit. 


Of course, in the event of a price decline below the lower limit, the LIPC 
would take steps to once again stabilize the price by buying more beef. 
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as a regulatory mechanism whereby the wholesale price of beef is never 
allowed to fluctuate above or below the price zone. 


In practice, however, while the wholesale price of beef does at times rise 
above the upper limit, there is never an occasion of price dropping below 


the floor price. 


Thus it would follow that if the price floats above the ceiling level, the 
LIPC must step into action by selling more beef to stabilize the price. For 
a period, the LIPC failed to take such steps. The price of medium-grade 
Japanese meat stayed consistently above ceiling levels for a ls year 

period between July of 1979 and January of 1981. 


Proper operation of the system under these circumstances would have called 
for the LIPC to reduce stocks of medium-grade beef, [once again bringing 
price within limits.] Surprisingly, the opposite occurred, causing stock to 
accumulate. A significant inventory increase from 16,000 tons to 32,000 
tons took place between July and October of 1980--while prices continued at 


above upper-limit levels. 


Moreover, the amount of frozen meat sold dropped from approximately 5,300 
tons to 4,000 tons. The LIPC, which should have naturally sold more 
medium-grade Japanese beef to reduce the price to correct the situation, 
restrained from selling, thus “stabilizing a high price." 


These events, according to an Administration Management Agency inquiry, 
charged that “The aim of the Livestock Price Stabilization Law has not been 
met, warranting strong censure. It is extremely difficult to say that proper 
timing, amount and quality has been maintained in beef sales." 


The sale of over 7,000 tons of imported beef in a month by the LIPC, aiming 
for price reductions, took place only 4 times after April of 1979, and the 
amount of beef stock in October 1981 reached 3 times that of early 1979. 


By intentionally reducing the amount of beef in the market place, prices were 
manipulated up. 


A major issue in U.S.-Japan trade friction that promises to become all the 
more intense in the future is the total liberalization of import restrictions 
on oranges and beef. Japanese beef imports, you will remember, has increased 
to 4 times that of 1960 despite increases in Japanese beef production. 


Suspicion of price controlling by the LIPC that prevent lower beef prices is 
not new, and this more recent activity has again been documented. 


Schools, in their lunch programs, and housewives would like to serve more 
beef, but they can't because prices are just too high. There would be 
definite increases in meat consumption if prices were more reasonable, 
paving the way for more import and domestic production. Instead of selling 
high volume at lower prices, which should still insure profit margins, this 
was ignored and it resulted in such things as LIPC's scheme to maintain high 


prices which was outrageous. 











Marginal Profit Assistance Has Become ‘Lavish Assistance’ 


The LIPC was established in 1961 with capital of 1.246 billion yen (1 billion 
yen invested by the government) as a chartered corporation under the juris- 
diction of the Ministry of Agriculture, Forestry and Fisheries. 


Most of these funds came out of public taxes, therefore, the LIPC has an 
obligation to see to it that citizens are provide! with reasonably priced 
beef. Since the LIPC has not met this obligation, the ministry is holding 
its executive management primarily responsible. 


On the one hand, the LIPC has been seeing to it that the cheaply imported 
beef is sold matching high domestic price levels, and the marginal profits 
gained from this activity are used to promote more beef production and 
assist in creating rationalization of the meat distribution systen. 


It seems this assistance from marginal profits has become “lavish assistance." 
If devious price controlling indeed leads to low priced imported beef 
being sold at unreasonably high prices, such assistance becomes a real 


problen. 


Marginal profits were 44.6 billion yen in 1978 atc 24 billion yen for 1980 
(25.2 billion yen if balance from previous year is included. 


Marginal profit assistance money should be used to lower the cost of 
Japanese beef production and thus increase Japan's international competitive 
power. In 1980, however, only 11.8 billion yen for 31 occasions went for 
this purpose--which is only 47 percent of overall profits. Even when the 
amount earmarked for assistance to dairy cattle production is added to 

this, the total only comes to 70 percent of the profit. 


We are faced with the question of where the remaining 30 percent was used. 
And the answer to this was that it was swept into egg, pork and other 
production which are already competitive in the international market. 


What we have seen is the lavish transfer of funds into already secure 
industries instead of investing them in industries such as livestock 
industry whose production cost is high and international competitive power 


is weak. 


Such coverups of profit have naturally led to charges of close, questionable 
ties. 


In addition, the assistance funds (investment), after being properly 
administered, should logically be recovered later. However, the Administra- 
tion Management Agency indicated that “investment recovery was 

inappropriate and was being dispersed improperly, which meant that there 
have been no profitable results." 


The Administration Management Agency is strongly requiring that, from now 
on, "The selling of imported meat must be carried out at the proper time and 
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in the proper amounts so that equitable price control is maintained. The 
amount and source of subsidies going to the particular industry must be 
improved and effectively used. The meat distribution system and unreasonable 
business practices must be improved." 


It has been indicated that at the retail level the LIPC has changed the 
classification of dairy cows to cows for consumption, falsified brand names 
and made unwarranted grade classifications. 


Meat grade is determined by the Nihon Shokuniku Kakuzuke Kyokai [Japan 
Eatable Meat Grading Association] under the guidance of the Ministry of 
Agriculture, Forestry and Fisheries, and there is a standard by which meat 
of the same grade will be consistently priced. 


In a general head count, however, this standard has only been applied 45.5 
percent of the time--application of less than half. 


Furthermore, it is surprising to note that the same middle-grade Japanese 
bee! sells at the highest, 2,291 yen, stretching down to the lowest, 440 yen. 


The Ministry of Agriculture, Forestry and Fisheries, and the Fair Trade 

Commission are supposed to keep a close watch on beef at the retail level, 
yet beef produced in Gunma has bein passed on as “kobe Beef," and average 
beef from Nagasaki has been classified as "Matsuzaka Beef." Imported beef 
has even been labeled Japanese Roast. Such cases occur one after another. 


Most retail stores sell dairy cows as Japanese beef and cases of confused 
grading, or labelling clearly wrong grade classifications are not uncommon. 


We were not only forced to eat unreasonably expensive beef, but also were 
made to purchase "Matsuzaka beef" produced in Nagasaki and, "Japanese beef" 
produced in the U.S. Along with urging extensive internal review within the 
MAFF and the LIPC, the Fair Trade Commission must be strongly prodded into 


taking action. 
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